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KEY ECONOMIC INDICATORS 
(All values in millions US $ unless otherwise stated 1/) 
Est. Growth Rate 

INCOME, PRODUCTION, EMPLOYMENT 1973 1974 1975 1974 1975 
ae ae. 7 B C a 
GNP at Current Prices (CBI for 73) 2/ 25856  43438*  60813* 68.0* 40.0* 
GNP at Constant Prices (CBI for 73) 

(1972 prices - annual basis) 2/ 23159 325685*  39754* 40.7* 22.0* 
Per Capita GNP, Current Prices (CBI for 

73) (annual basis) in dollars 2/ 823 1314* 17&2* 59.7* .6* 
Investment as % of GNP 2/ 21.7 19.6* n/a 
Indices (base year 1969)(CBI quarterly Avg) 

Industrial Production (annual basis) 175.8 200.8 n/a 

Industrial Wages (annual basis) 206.8 268.7 n/a ; 
Oil Production Mil. bbls (annual basis) 2139 2198 2050* ‘ -6. 
Wheat Production Thous. MT (annual basis) 3950 3700* 4500* ‘ 21. 
MONEY AND PRICES 


Money Supply (CBI, average) 3/ 4/ 2457 3240 4263* 31.9 54. 
Public Debt Outstanding 

Domestic, Net to Banking System(Avg) 5/ 1518 -519 -2399 -134.2 -270. 

External, Net, Total 2/ 3949 n/a n/a 

Discount Rate (CBI 4/75) 9 9 8 -- -1. 
Indices (base year 1969) 

Consumer Price (CBI, Average) 3/ 123.0 140.3 


155.8 m as 
Wholesale Price (CBI, Average) 3/ 128.1 149.2 156.4 ‘ 


12. 


Gold & Foreign Exchange Reserves (Net 
CEI) end of period 3/ 657.5 7157.7 7300.0* 

Balance of Payment, end of period 
CBI, 3/75 -15.6 5435.0 5500.0* 

Non-0i1 Exports, FOB (MOEF incl. gas) 659.0 763 n/a 15.3 
U.S. Share (i) 7.9 7.6 n/a 11.5 

on-Military Imports, CIF (MOEF) 3427 5547 n/a 61.9 
U.S. Share (%) 14.0 17.8 n/a 104.8 
Main Imports from U.S. (1974): 


Cereals 236.1, Machinery and parts 183.7, Vegetable and Animal 01] 116.0, Vehicles 
other than railway 109.1, Iron and Steel Products 55.3, Electric Machinery and 
parts 42.9, Pharmaceuticals 21.9, Chemicals 21.4, Artificial Resins and Plastic 
Materials 19.2. 


T/ Calculation at Ris. 67.50 = $1.00 except trade figures for 1973 which were con- 
verted at Ris. 63.00. 

2/ Data as of end of Iranian Year 1352 (March 20, 1974) for Column A and 1353 
(March 20, 1975) for Column B. Estimates in Column C are for 1354 (ending March 
20, 1976). 

3/ First three months for 1975. 

4/ Currency in circulation plus demand deposits. 

5/ First two months for 1975 


* Estimated 


Source: Central Bank of Iran (CBI), Ministry of Economics and Finance (MOEF) 





SUMMARY 


Iran's rapid economic expansion and growing prosperity continued over the 
past six months. The economy has assimilated its greatly increased foreign 
exchange earnings more easily than was at first expected. The rial has been 
linked to the SDR rather than the U.S. dollar, and a forward foreign ex- 
change market has been set up. An easier monetary policy has been followed 
over the past few months. Inflation, strained port and inland transport 
facilities, personnel shortages, and sluggish agriculture remain the 
country's biggest economic problems. Opportunities abound for American 
companies to increase their exports to Iran and to negotiate new joint 
ventures, licensing arrangements and technical collaboration agreements. 
Petrochemicals, iron and steel, agro-business and construction projects 

are receiving the most emphasis. American sales of plant and equipment 

and of agricultural products should rise rapidly. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Economic Developments: During the past six months the Iranian 
economy has undergone a period of consolidation of the dramatic change in 
its circumstances brought about by the upsurge in oil] export earnings which 
began in late 1973. There have been few recent surprises, and Iran has 
proved more capable of absorbing its foreign exchange windfall--by in- 
creasing its import expenditures, lending and investing abroad, and pre- 
paying foreign debt--than was at first thought possible. 


Iran has continued its large bilateral lending program, concentrating for 
the most part on working out projects to fulfill commitments made earlier. 
Minister of Economic Affairs and Finance Hushang Ansary stated in a press 
interview in early May that Iran in the future would concentrate on in- 
vesting abroad in areas where the country would also benefit from technical 
assistance and distribution facilities rather than undertaking new foreign 
aid commitments. The only recent announcement of a large Iranian equity 
investment overseas was the signature of a letter of intent to purchase 25 
percent interest in Deutsche Babcock & Wilcox AG of Oberhausen, Germany, 
for about $75 million. However, several other possible equity investments 
are known to be under negotiatiaqn. 


The direct relationship of the Iranian rial to the US dollar was ended in 
mid-February when the national currency's link to International Monetary 
Fund Special Drawing Rights (SDR) was announced. This move was followed 
within a few days by a revaluation of the rial vis-a-vis the dollar of 
about 1.5 percent. Future changes in the rial/dollar rate will be based 
on the dollar's fluctuation for five consecutive days in either direction 
exceeding a 2.25 percent margin in relation to the SDR. In early March 

a forward market for foreign exchange was established in Tehran. For the 
time being the forward market is restricted to US dollars to cover trans- 





actions for Iranian non-oi] exports up to a six-month period in the future. 
Later on it probably will be extended to cover imports and encompass other 
currencies. 


When final data become available for the Iranian year which ended on March 20, 
1975 (1353), a balance of payments surplus for the year of only about $5.5 
billion is expected. The smaller-than-expected surplus is because of a de- 
ferral in payments of about $1.5 billion for oil exports until after the 
beginning of the new fiscal year. Currently, Iran's oil reserves are being 
exploited at a rate of about 11 percent below the level of a year earlier, 
reflecting the decline in world demand for petroleum. Total current account 
foreign exchange earnings during 1975 should exceed $20 billion, and Iran 
probably will utilize most of this amount on increased imports and some 
additional capital export. Gold and foreign exchange reserves likely will 
not rise much above their current level of about $7.3 billion. 


Iranian budget proposals for the year beginning on March 21, 1975, 
(1354) were not presented until December 1, 1974. Projected 
general budget expenditures of $26.5 billion are only about 12 
percent above revised estimates for the previous year. Development 
spending of $69.6 billion under the Revised Fifth Development Plan 
(1973-78) is almost double that projected in the original version 

of the Plan which was announced in March 1973. The largest pro- 
portionate increases in investment are to be made in the construc- 
tion, electric power generation, and transport/commmnication sectors. 


Overall, the Iranian economy is expected to grow at an annual rate of 
about 22 percent in real terms during 1975. as compared with 


more than 40 percent for 1974. 


The growth in current price per capita gross national product should slow 
down from about 60 percent in 1974 to about 35 percent this year. Iran's 
per capita weaith should average almost $1,800 during 1975, very high for 


a developing country but stil] much lower than in North America, Western 
Europe, and Japan. 


To meet the needs of the expanding economy, the Iranian Government has 
permitted the money supply to grow more rapidly in recent months. As of 
March 20, the money supply was 56 percent higher than a year earlier. In 
January, the Central Bank of Iran discount rate was lowered from 9 to 8 
percent, and the interest paid to commercial banks for most categories of 
loans was lowered by one percentage point. Iranian interest rates still 
remain relatively high, however. Money may be borrowed from commercial 
banks for export financing at a 9 percent annual interest rate, but for 
Other loans rates range_as high as 13 percent. Interest rates on Central 
Bank loans to commercial banks were lowered withthe discount rate, but 





interest paid to individual depositors and on Iranian Treasury bills and 
bonds remained the same. 


A Few Problems Persist: An easier monetary policy of course has meant 
increasing inflationary pressures. Iran like other countries with rapid 
economic growth rates has not found the secret of avoiding troublesome 
rises in the cost of l4ving. First quarter 1975 consumer price index 
figures for urban areas show an average annual rate of increase of more 
than 17 percent. Wholesale prices for the same period are rising at an 
annual rate of about 12 percent. These indices probably understate the 
real extent of inflationary pressures in the economy which are believed 

to be somewhere in the 20-25 percent range. The ostensible rate of in- 
flation is reduced somewhat by Government subsides of such basic commodities 
as cereals, vegetable oil, and sugar. Prices of services such as public 
transportation and utilities also have not been permitted to rise, thanks 
to the Government's willingness to spend more from its own revenue. In- 
dustrial wages are growing at an annual rate of about 30 percent, or well 
ahead of inflation. At the beginning of the current year (March 21) the 
minimum daily wage was raised to Rls. 130 (about $2) or by about 25 per- 
cent. (In Tehran and other urban areas almost everyone is paid well above 
this low level). Workers in firms employing more than 10 people are re- 
ceiving increases ranging from 13 to 25 percent from the beginning of this 
Iranian year. 


Real wages for even the least skilled Iranians should continue to rise. 
Easily the most frequently cited problem of the Iranian economy is the 
shortage of adequately trained personnel. U.S. and other foreign companies 
offering training programs along with construction and management contracts 
or joint ventures will find the Iranians more receptive. This difficulty 
is most keenly felt at the mid-management level for both white collar 
employees and technically qualified skilled factory and construction 
workers. The Revised Fifth Development Plan predicts a labor shortage 

of 721,000 during the 1973-78 period. This shortfall will be made up to 
some extent by importing qualified people from North America, Western 
Europe, and other Asian countries. There are no accurate data available 

on the number of foreigners already working in Iran, but many more thousands 
are expected to join them during the next few years. 


To overcome the continuing very difficult problem of congestion in Iran's 
ports, where delays of up to three months in off-loading and clearing cargo 
are not uncommon, the Iranian Government has launched an ambitious civilian 
and military port construction and modernization program. Large scale 
railway construction and electrification and highway building and improve- 
ment also are underway, but the internal transportation network remains 
severely strained. 


The progress of Iranian agriculture remains behind that of most of the rest 





of the country's economy. However, there are reasonable ground foz optimism 
that the increased emphasis placed on improving the agricultural sector 

during the first two years of the current Development Plan soon will begin 

to show up in production statistics. With much more precipitation having 
occurred this spring, the 1975 wheat harvest is expected to jump to about 

4.5 million metric tons, an increase of more than 21 percent. As demand 

for more food and a more varied diet continues to rise with growing dispos- 
able income, imports of agricultural commodities will remain high over the 
next few years. 


IMPLICATIONS FOR THE UNITED STATES 


Increasing U.S. Involvement in Iran: Over the past six months American 
business has obtained a growing share of sales in the Iranian market, 

joint ventures, and construction and service contracts in Iran. According 
to official Iranian trade data, the U.S. increased its share of Iran's 
non-military imports during 1974 from about 14 percent to almost 18 percent, 
(U.S. total nearly $1 billion) once again passing Japan and moving up to 
second place just behind West Germany. If military sales were included 

in the statistics, the U.S. easily would be in first place. Major projects 
awarded during the last half-year by U.S. companies include a telephone 
switching project, valued at almost $1 billion, to install 950,000 lines 
won by General Telephone and Electronics; sale of $64 million worth of 
trucks by International Harvester; a General Electric plan to build a $65 
million modular housing complex at Bushire; Morrison Knudsen International 
participation in a consortium to construct a 650-mile expressway from 
Tehran to Bandar Shahpour; a turnkey 2100-bed hospital construction project 
won by American Medicorp; sale by Strick Corporation of 12,000 truck 
trailers to the Ministry of Roads for about $100 million; a deal with 

Brown and Root of Houston, Texas, to build a major new Iranian Navy base 

at Chah Bahar; and a $250 million management and services contract won by 
Kaiser Engineering for the sponge iron gas reduction and steel complex 
being built at Ahwaz. 


General Motors' joint venture in Iran, which began assembling the Chev- 
rolet in June 1974, has just obtained approval to assemble trucks of 
various models. Capacity is scheduled to reach 72,000 in three years, 

and automobile output at the same time will be expanded. The National 
Iranian Gas Company has signed a letter of intent with E1 Paso Natural Gas 
Company and two Belgian firms for the joint venture construction of a $5.9 
billion liquefied natural gas refinery. Major involvement by several 
American firms in huge petrochemical projects on the Persian Gulf still is 
being negotiated. 


A fifth Tehran representative office of an American Bank was opened in 
April when Bankers Trust was formally inaugurated. Four additional 
American banks have received Central Bank of Iran permission and are 





in the process of opening representative offices. Several others have 
indicated interest in doing so later on. Irano Merrill Lynch, the only 
joint venture brokerage firm in Iran, began operations in February. The 
Iran-American International Insurance Company, in which the American 
International Group has a 35 percent interest, was formed in December 
and will be offering a wide range of insurance coverage. 


Shows held at the U.S. Trade Center in Tehran over the past six months 
include education and training aids, automotive diagnostic and repair 
equipment, property protection equipment, and power tools for industry. 
An active program of between-show promotions has continued. 


Increasing Opportunities for U.S. Firms: Rapid economic growth is 
expected to be a continuing phenomenon in Iran, and American exporters 


should be able to increase their share of the expanding Iranian market. 
At the March meeting of the newly established U.S.-Iran Joint Commission 
for Economic Cooperation, delegates set a target of $15 billion as the 
total volume of two-way non-oil trade for the next five years. More 
recently, there have been strong indications that this figure can easily 
be exceeded. 


American suppliers of plant and equipment for Iran's industrialization 
program probably will continue to find many opportunities in the Iranian 
market. Major emphasis is being placed on petrochemicals, iron and 
steel, electronics, construction and agro-business, but on a smaller 
scale many other industries are being started or expanded in Iran. The 
possibilities for U.S. sales of equipment and collaboration in con- 
struction projects are nearly limitless. Industrial development in 
remote areas means many new towns must be established to accommodate 
large numbers of workers, technicians, and executives. The Government 
also has started an ambitious drive to improve social infrastructure. 
Opportunities for sales of medical equipment and training aids as well 
as construction contracts for hospitals and schools should continue to 
be plentiful. Sales of agricultural products to Iran, which amounted 
to about $500 million in 1974, are expected to reach about $650 million 
this year. 


The Iranian attitude remains very favorable towards foreign private 
investment, licensing arrangements, and technical collaborations. The 
Government realizes substantial foreign participation is necessary for 
the country's ambitious development program to succeed. In most sectors, 
its policy towards public versus private sector involvement is flexible. 
Recently, it became known that the public sector National Iranian Steel 
Industries Corporation would welcome foreign equity participation in the 
steel mills to be constructed to process the output of NISIC's sponge 
iron gas reduction plants. 





Under a new policy recently announced by the Iranian Government to 
broaden the ownership of the industrial base, workers and eventually 
the general public are expected to be given the opportunity to purchase 
49 percent of the shares in private industry. Regulations for imple- 
mentation remain to be formulated, but are expected to be published 
shortly. 


Incentives to attract potential foreign investors, such as import duty 
exemptions for machinery and equipment and long-term credits on favorable 
terms, often are provided on an individual basis depending on the priority 
placed on a particular industry. Tax incentives are given for location 
outside the congested industrial areas around Tehran and Isfahan. 


The Iranians are becoming more and more experienced in dealing with exporters and 
potential foreign investors - While American business for 

the most part enjoys a favorable reputation in Tehran, strong competition 

is ever present from European and Japanese companies. Iranian importers 

and prospective partners can be depended upon to be hard bargainers and 

to strive diligently to obtain the best deal available. With its current 

very favorable financial position, which permits cash payments in most 

instances, Iran can well afford to pick and choose from the many offers 

received. U.S. companies expecting to do large amounts of business in 


Iran should obtain the services of an experienced local representative. 


775-491 








